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Summary 

The Social Security Trustees project that, under their intermediate assumptions and under current 
law, the Disability Insurance (Dl) trust fund will become exhausted in 2016 and the Old-Age and 
Survivors Insurance (OAS1) trust fund will become exhausted in 2034. Although the two funds 
are legally separate, they are often considered in combination. The trustees project that the 
combined Social Security trust funds will become exhausted in 2033. At that point, revenue 
would be sufficient to pay only about 77% of scheduled benefits. 

If a trust fund became exhausted, there would be a conflict between two federal laws. Under the 
Social Security Act, beneficiaries would still be legally entitled to their full scheduled benefits. 
But the Antideficiency Act prohibits government spending in excess of available funds, so the 
Social Security Administration (SSA) would not have legal authority to pay full Social Security 
benefits on time. 

It is unclear what specific actions SSA would take if a trust fund were exhausted. After 
insolvency, Social Security would continue to receive tax income, from which a majority of 
scheduled benefits could be paid. One option would be to pay full benefit checks on a delayed 
schedule; another would be to make timely but reduced payments. Social Security beneficiaries 
would remain legally entitled to full, timely benefits and could take legal action to claim the 
balance of their benefits. 

To delay insolvency of the DI trust fund, Congress could effectively transfer funds from the OASI 
to the DI trust fund, for example by increasing the share of Social Security payroll tax revenues 
that are credited to the DI trust fund. Such action would hasten the insolvency of the OASI trust 
fund, however. 

Maintaining financial balance after trust fund insolvency woidd require substantial reductions in 
Social Security benefits, substantial increases in income, or some combination of the two. The 
trustees project that following insolvency of the combined funds in 2033, Congress could restore 
balance by reducing scheduled benefits by about 23%; the required reduction would grow 
gradually to 27% by 2088. Alternatively, Congress could raise the Social Security payroll tax rate 
from 12.40% to 16.2% following insolvency in 2033, then gradually increase it to 17.3% by 
2088. To maintain balance in later years, larger benefit reductions or tax increases would be 
required. 

Trust-fund insolvency could be avoided if outlays were reduced or income increased sufficiently. 
The sooner Congress acts to adjust Social Security policy, the less abrupt the changes would need 
to be, because they could be spread over a longer period and would therefore affect a larger 
number of workers and beneficiaries. Even if changes were not implemented immediately, 
enacting them sooner would give workers and beneficiaries time to plan and adjust their work and 
savings behavior. 
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Introduction 

Each year when the Social Security trustees release their annual report, attention is focused on the 
projection of the year that the Social Security trust funds will become insolvent. In their 2014 
report, the Trustees projected that, under their intermediate assumptions and under current law, 
the Disability Insurance (Dl) trust fund will become exhausted in 2016 and the Old-Age and 
Survivors Insurance (OAS1) trust fund will do so in 2034. 1 Although the two funds are legally 
separate, they are often described in combination. The trustees project that the combined Social 
Security trust funds will become exhausted in 2033. 

Some Americans may believe that if the trust funds were exhausted, Social Security would be 
unable to pay any benefits. In fact, in 2033, the first year of projected insolvency of the combined 
Social Security trust funds, the program is projected to have enough tax revenue to pay about 
77% of scheduled benefits; that percentage would decline to 72% by the end of the 75-year 
projection period. 

Although benefits would be paid in some form, it is unclear how the necessary reductions would 
be implemented, because the Social Security Act does not specify what would happen to benefits 
if a trust fund became exhausted. One option would be to pay full benefit checks on a delayed 
schedule; another would be to make timely but reduced payments. 

This report explains what the Social Security trust funds are and how they work. It describes the 
historical operations of the trust funds and the Social Security trustees’ projections of future 
operations. It explains what could happen if Congress allowed the trust funds to run out. It also 
analyzes two scenarios that assume Congress waits until the moment of insolvency to act, 
showing the magnitude of benefit cuts or tax increases needed and how such changes would 
affect beneficiaries. 
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How the Trust Funds Work 

Social Security provides retirement, disability, and survivor benefits to qualifying workers and 
their families. These benefits are funded from two trust funds: the OASI trust fund and the DI 
trust fund. The two funds operate separately but are closely linked. Several times in the past — 
most recently in 1994 — Congress has reallocated the Social Security payroll tax rate to equalize 
the financial conditions of the two trust funds. In part because of those experiences, analysts often 
treat the two funds collectively. 



1 Social Security Administration, 2014 Annual Report of the Board of Trustees of the Federal Old-Age and Survivors 
Insurance and Disability Insurance Trust Funds, July 28, 2014, at http://www.socialsecurity.gov/OACT/TR72014. 
(Hereinafter cited as 2014 Social Security Trustees Report.) 
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Trust Fund Receipts 

The trust funds’ primary source of income is the Social Security payroll tax, but they also receive 
income from income taxes on benefits and interest on the funds’ balance. The payroll tax consists 
of a 12.4% tax on wages and self-employment earnings up to the taxable maximum, which is 
$117,000 in 2014 and increases annually with average wages in the economy. Of the 12.4% total, 
10.6% is credited to the OAS1 trust fund and 1.8% to the D1 trust fund. 2 Some Social Security 
benefits paid to people with incomes above a certain threshold are subject to income tax. Most of 
the resulting revenue is credited to the Social Security trust funds, and some goes to the Medicare 
Health Insurance trust fund. 3 In 2013, payroll taxes accounted for 84.9% of Social Security 
income, interest accounted for 12.0%, and income taxes on benefits accounted for 2.5%. 4 

Trust Fund Expenditures 

In 2013, 98.7% of the trust funds’ expenditures paid for benefits. Administrative expenses 
accounted for 0.7% of expenditures. The remaining 0.5% was transferred to the Railroad 
Retirement Board (RRB) as part of a financial interchange with the RRB. 5 This annual exchange 
of funds places the Social Security trust funds in the same financial position in which they would 
have been if railroad service had been covered by Social Security. 

Annual Surpluses and Deficits 

In years when Social Security’s total receipts, including interest, exceed expenditures, then the 
trust funds have a surplus. By law, that surplus is invested in special issue Treasury bonds. 6 In 
other words, Social Security’s cash surpluses are borrowed by the general fund of the U.S. 
Treasury. The Treasury, in turn, incurs an obligation to repay the bonds with interest. 

When the trust funds spend more than they receive in taxes and interest, they have a deficit, 
which requires Social Security to redeem bonds accumulated in previous years. Treasury pays 
benefits with cash from general revenues and writes down an equivalent amount of the trust 
fund’s bond holdings. 

An alternative measure of the trust funds’ finances is given by the cash-flow balance. That 
measure does not consider interest income, so the trust funds run a cash-flow surplus when tax 
income exceeds expenditures, and they run a cash-flow deficit when they spend more than they 
receive in taxes. 



2 42 U.S. C. §401. Both the total rate and the allocation between OASI and DI have changed many times; for historical 
rates, see Social Security Administration, Annual Statistical Supplement, 2013, February 2014, “Table 2.A3: Annual 
maximum taxable earnings and contribution rates, 1937-2013,” at http://www.ssa.gov/policy/docs/statcomps/ 
supplement/20 1 3/2a 1 -2a7 ,html#table2 ,a3 . 

3 See CRS Report RL32552, Social Security: Calculation and History of Taxing Benefits, by Noah P. Meyerson. 

4 Social Security Administration (SSA), Trust Fund Data, at http://www.ssa.gov/OACT/ProgData/funds.html. The 
remaining 0.6% came from transfers from the federal government’s general fund, which occurred for several different 
reasons. See tablenote a in SSA, Old-Age, Survivors, and Disability Insurance Trust Funds Receipts, at 
http://www.ssa.gov/OACT/STATS/table4a3.html. 

5 See CRS Report RS22350, Railroad Retirement Board: Retirement, Survivor, Disability, Unemployment, and 
Sickness Benefits, by Scott D. Szymendera. 

6 See CRS Report RS20607, Social Security: Trust Fund Investment Practices, by Dawn Nuschler. 
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